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INTERNAL reveNue service
Temporary re g u la t io n s  r e l a t i n g  t o  d iv e r s i f i c a t io n  req u irem en ts  f o r  v a r ia b le  a n n u ity ,
endowment and l i f e  in su ra n ce  c o n tra c ts  have been adopted  by  th e  IRS (see  th e
9 /1 5 /8 6  F ed . Reg., pp. 32633-36 ) and  w i l l  s e r v e  a s  th e  com m ent docum en t i n  a  
s e p a ra te  n o tic e  p roposing  t o  ad o p t th e  tem porary  re g u la t io n s  a s  f i n a l  re g u la tio n s  
(see  th e  9 /15 /86  Fed. Reg., pp. 32664-65). The tem porary  re g u la t io n s  p ro v id e  t h a t  
th e  in v estm en ts  o f  a  seg reg a ted  a s s e t  accoun t u n d erly in g  a  v a r ia b le  c o n tra c t  a re  
a d e q u a te ly  d i v e r s i f i e d  i f  no m ore th a n  55 p e r c e n t  o f  th e  v a lu e  o f  i t s  a s s e t s  i s  
re p re se n te d  by  any one in v estm en t, no more th an  70 p e rc e n t i s  re p re se n te d  by  any 
to  in v estm en ts , no more th a n  80 p e rc e n t i s  re p re se n te d  by  any th re e  in v estm en ts , 
and no more th a n  90 p e rc e n t i s  re p re se n te d  by  any fo u r in v estm en ts . A s a fe  h a rb o r 
i s  p ro v id e d  f o r  v a r i a b l e  c o n t r a c t s  b a se d  on a  s e g r e g a te d  a s s e t  a c c o u n t t h a t  
s a t i s f i e s  th e  d i v e r s i f i c a t i o n  r e q u ir e m e n ts  a p p l i c a b l e  t o  r e g u l a t e d  in v e s tm e n t  
co m p an ies  (R IC 's) , and  d o es  n o t  h o ld  m ore th a n  55 p e r c e n t  o f  i t s  a s s e t s  in  c a sh , 
c a s h  i t e m s ,  g o v e rn m en t s e c u r i t i e s ,  an d  s e c u r i t i e s  o f  R IC 's. I n  a d d i t i o n ,  an 
e x c e p t io n  from  th e  d i v e r s i f i c a t i o n  re q u ire m e n t p e rm its  v a r ia b le  l i f e  in su ran ce  
c o n t r a c t s  t o  b e  b a se d  on  a  s e g r e g a te d  a s s e t  a c c o u n t t h a t  h o ld s  o n ly  T re a s u ry  
s e c u r i t i e s .  Under th e  re g u la t io n , a  s p e c ia l  r u le  i s  p rov ided  fo r  seg reg a ted  a s s e t  
accoun ts  u n d e rly in g  v a r ia b le  l i f e  in su ran ce  c o n tra c ts  w herein  a  seg reg a te d  a s s e t  
a c c o u n t w ou ld  b e  c o n s id e r e d  a d e q u a te ly  d i v e r s i f i e d  i f  i t  s a t i s f i e s  th e  g e n e r a l  
d iv e r s i f i c a t io n  req u irem en t o r  i f  i t s  a s s e ts  o th e r  th an  T reasu ry  s e c u r i t i e s  a re  
a d e q u a te ly  d i v e r s i f i e d .  The r u l e s  a r e  e f f e c t i v e  f o r  t a x  y e a r s  b e g in n in g  a f t e r  
12/31/83. W ritte n  comments on th e  ru le s  and re q u e s ts  fo r  a  p u b lic  h e a r in g  should 
be d e liv e re d  t o  th e  IRS by  11/14/86 . For a d d i t io n a l  in fo rm a tio n  c o n ta c t A lic e  M. 
B ennett a t  202/566-3238.
LABOR, DEPARTMENT OF
R evisions o f  annual r e tu rn / r e p o r t  form s (Form 5500 s e r ie s )  f i l e d  by a d m in is tr a to r s  o f
employee p en sio n  and w e lfa re  b e n e f i t  p la n s  under ERISA and th e  ta x  code have been
proposed by th e  IRS, Labor and th e  Pension  B e n e f it  G uaranty C o rp o ra tio n  (see  th e  
9 /1 9 /8 6  Fed . R eg., pp. 335 0 0 -5 7 ). M ajo r ch an g es  in  Form 5500, f i l e d  b y  b e n e f i t  
p la n s  w ith  100 o r  more p a r t i c ip a n ts ,  in c lu d e : r a i s in g  th e  payment th re s h o ld  fo r  
th e  re p o r t in g  o f  s e rv ic e  p ro v id e r  in fo rm a tio n  from $600 in  a  p la n  y e a r t o  $5,000; 
r a i s in g  th e  th re s h o ld  fo r  re p o r ta b le  t r a n s a c t io n s  from  3% to  5%; and, m odifying 
th e  f in a n c ia l  s ta te m e n ts  t o  r e q u ire  a  more s p e c i f ic  b reak  o u t o f  a d m in is tr a t iv e  
expenses and l im i t in g  th e  r e p o r t in g  o f  p a r ty  in  i n t e r e s t  in v estm en ts  by in c re a s in g  
r e l ia n c e  on p a r ty  in  i n t e r e s t  d is c lo s u re s  in  th e  a c c o u n ta n t's  re p o r t .  R ev isions 
on Form s 5500-C and  5500-R , f i l e d  b y  p la n s  w i th  fe w e r  th a n  100 p a r t i c i p a n t s ,  
in c lu d e  s im p l i f ie d  f in a n c ia l  s ta te m e n ts .  A l l  t h r e e  fo rm s h a v e  b e en  am ended to  
in c o rp o ra te , w ith  reg a rd  to  th e  te rm in a tio n  o f  an acco u n tan t o r  e n ro lle d  ac tu a ry , 
an  in q u i r y  a s  t o  w h e th e r  a  l e t t e r  fro m  th e  a c c o u n ta n t  o r  a c tu a r y  e x p la in in g  th e  
t e r m i n a t i o n  i s  a t t a c h e d  t o  th e  r e p o r t .  The p u b l i c  h e a r in g  i s  s c h e d u le d  f o r  
1 0 /2 2 /8 6 . Comments a r e  r e q u e s te d  b y  1 0 /2 0 /8 6 . F o r a d d i t i o n a l  in f o r m a t io n  
r e l a t i n g  t o  f i n a n c i a l  i te m s  c o n ta c t  P a u l A n tsen  (L abor) a t  2 0 2 /5 2 3 -8 5 1 5 . F or 
q u e s tio n s  r e l a t in g  to  funding  and q u a l i f i c a t io n  item s c o n ta c t M e r r i t t  W illin g  a t  
202/566-3083.
SECURITIES AND EXCHANGE COMMISSION
Amendments concern ing  f in a n c ia l  r e s p o n s ib i l i ty  r u le s  in v o lv in g  th e  tre a tm e n t o f
repurchase and reverse-repurchase agreements by registered broker dealers have
been is su e d  f o r  p u b lic  comment by th e  Commission (see  th e  9 /15 /86  Fed. Reg., pp.
32658-64 ). S o l i c i t a t i o n  o f  p u b l i c  com m ent on th e s e  am endm ents w as o r i g i n a l l y  
c o n s id e re d  a t  a  9 /4 /8 6  SEC open  m e e tin g  (s e e  t h e  9 /1 /8 6  W ash. R p t. ) . The n e t  
c a p i t a l  r u le  would be amended to  e s ta b l i s h  d ed u ctio n s  from n e t  w orth  in  a r r iv in g  
a t  n e t  c a p i t a l  f o r  r e p u rc h a s e  and r e v e r s e - r e p u r c h a s e  a g re e m e n ts  u n d e r c e r t a i n  
c r e d i t  r i s k  c ircu m stan ces , and re q u ire  a d d i t io n a l  c a p i t a l  when th e  b ro k e r-d e a le r  
h a s  a t t a i n e d  a  h ig h  d e g re e  o f  le v e r a g e  a s  a  r e s u l t  o f  th o s e  a g re e m e n ts .  The
2re c o rd k e e p in g  r u l e  w o u ld  b e  am ended t o  s p e c i f i c a l l y  r e q u i r e  b r o k e r  d e a l e r s  t o  
m a in ta in  c e r t a in  books and re c o rd s  w ith  re s p e c t  t o  t h e i r  rep u rch ase  and re v e r s e -  
r e p u rc h a s e  t r a n s a c t i o n s ,  in c lu d in g  s to c k  r e c o r d s ,  l e d g e r s ,  an d  c o p ie s  o f  a l l  
c o n firm a tio n s . The q u a r te r ly  s e c u r i t i e s  coun t r u le  would be amended t o  c l a r i f y  
t h a t  b ro k e r-d e a le r s  a re  re q u ire d  t o  accoun t fo r  s e c u r i t i e s  t h a t  a r e  th e  s u b je c t  o f  
rep u rch ase  and re v e rse -re p u rc h a se  agreem ents, a s  th e y  would fo r  o th e r  s e c u r i t i e s  
f o r  w h ich  th e y  a r e  r e s p o n s ib le .  Comments a r e  r e q u e s te d  b y  1 1 /1 4 /8 6 . F o r 
a d d i t io n a l  in fo rm a tio n  c o n ta c t  M ichael A. M acch ia ro li a t  202/272-2904.
THE WHITE HOUSE
Henry Yee, CPA, h a s  been re a p p o in ted  to  th e  P r e s id e n t 's  N a tio n a l A dvisory  C ouncil on
A du lt E ducation  by P re s id e n t  Reagan fo r  a  th r e e  y e a r  te rm . The A dvisory  C ouncil
a d v i s e s  t h e  P r e s i d e n t ,  C o n g re s s  a n d  t h e  S e c r e t a r y  o f  E d u c a t io n  o n  t h e  
a d m i n i s t r a t i o n  and e f f e c t i v e n e s s  o f  a d u l t  e d u c a t io n  p ro g ra m s . E s t a b l i s h e d  b y  
C o n g re ss  in  1970, th e  C o u n c il  i s  r e s p o n s ib l e  f o r  p r e p a r in g  an  a n n u a l  r e p o r t  t o  
th e  P r e s id e n t  c o n ta in in g  re c o m m en d a tio n s  on  A d u lt  E d u c a tio n  A c t p ro g ra m s  and  
p o l i c i e s ,  in c lu d in g  l e g i s l a t i o n  and  r e g u l a t i o n s .  Mr. Yee i s  a  m a n a g e r /p a r tn e r  
w ith  th e  acco u n tin g  f irm  o f  Yee, So and Chao in  H untington  Beach, C a l i fo rn ia .  He 
h a s  been  a  member o f  th e  AICPA s in c e  1985.
"The c o n tin u in g  economic reco v ery  i s  a  v iv id  rem in d er o f  th e  p iv o ta l  r o le  sm a ll
b u s in e ss  h a s  been p la y in g  in  r e c e n t  y e a rs ,"  no ted  P re s id e n t  Reagan in  h i s
t r a n s m is s io n  t o  C o n g re ss  o f  The S t a t e  o f  S m a ll  B u s in e s s ;  A R e p o r t  o f  t h e  
P r e s id e n t .  The P r e s i d e n t 's  r e p o r t  n o te s  t h a t  r e t a i l  s a l e s  c o n t in u e d  t o  grow  i n  
1985, w ith  s a le s  by sm a ll r e t a i l e r s  in c re a s in g  th r e e  tim e s  a s  r a p id ly  a s  s a le s  by 
la rg e  r e t a i l e r s .  Housing s t a r t s  m ain ta in ed  t h e i r  h ig h e s t  le v e l  s in ce  1979, and 
th e  r a t e  o f  in c r e a s e  in  th e  c o s t  o f  w ag es , s a l a r i e s ,  and  em p lo y ee  b e n e f i t s  
d e c l in e d .  A c co rd in g  t o  t h e  r e p o r t ,  t h e r e  a r e  now m ore th a n  15 m i l l i o n  s m a l l  
b u s in e s s e s  i n  th e  U.S. B u s in e s s  i n c o r p o r a t io n s  i n c r e a s e d  b y  o v e r  5%, w h i le  
b u s in e s s  s t a r t s  in c re a se d  more th an  16%. B usiness f a i l u r e s  in c re a se d  by 9.6% and 
b a n k r u p tc ie s  r o s e  11.5%. The P r e s i d e n t 's  r e p o r t  s t a t e s  t h a t  em ploym ent i n  t h e  
U.S. econom y re a c h e d  a  r e c o r d  h ig h  in  1985, w i th  m ore g ro w th  r e c o rd e d  i n  s m a l l  
b u s in e s s - d o m in a te d  i n d u s t r i e s  th a n  in  l a r g e  b u s in e s s - d o m in a te d  i n d u s t r i e s .  
A d d itio n a lly , th e  r e p o r t  o u t l in e s  in fo rm a tio n  and s t a t i s t i c s  on th e  self-em p lo y ed , 
v e te ra n s , and women e n tre p re n e u rs . On th e  s u b je c t  o f  m in o r ity  se lf-em ploym ent, 
th e  s t a t i s t i c s  show an  in c re a s e  o f  64% from  1975 t o  1985. In fo rm a tio n  i s  p rov ided  
on s m a l l  b u s in e s s  f in a n c in g  n e e d s , c o m m e rc ia l b an k  le n d in g  t r e n d s ,  s e c o n d a ry  
m a rk e ts ,  and in f o r m a l  i n v e s t o r s .  C o p ie s  o f  th e  P r e s i d e n t 's  r e p o r t  w i l l  so o n  be  
a v a i la b le  from th e  S u p erin ten d en t o f  Documents, U.S. Government P r in t in g  O ffic e , 
W ashington, D.C. 20402, 202/783-3238.
SPECIAL: AICPA BANKING CONFERENCE ANNOUNCED
The AICPA' s e le v e n th  n a t io n a l  co n ference  on Banking w i l l  be  h e ld  on 11/20-21 /86  a t  th e
C a p ita l  H ilto n  H o te l in  W ashington, D.C. The C onference w i l l  p ro v id e  an overview  
o f  e m erg in g  a c c o u n tin g  and a u d i t i n g  i s s u e s  f o r  b an k s  and  a n a ly z e  t h e  im p a c t o f  
c o m p e titio n  and su p e rv iso ry  agency re g u la t io n s  upon banking o p e ra tio n s . F ea tu red  
speakers  fo r  t h i s  y e a r 's  Conference w i l l  in c lu d e  R obert L. C la rk e , C o m p tro lle r o f  
th e  C u rre n c y , and  FDIC C h airm an  L. W ill ia m  S eidm an  who w i l l  d e l i v e r  a  j o i n t  
k e y n o te  a d d r e s s .  In  a d d i t i o n ,  o t h e r  r e p r e s e n t a t i v e s  from  r e g u l a t o r y  a g e n c ie s ,  
in d u s try , p u b lic  acco un ting  and th e  U.S. Congress w i l l  speak. The C onference w i l l  
a g a in  f e a t u r e  a  s e r i e s  o f  c o n c u r r e n t  s e s s i o n s  d e s ig n e d  t o  fo c u s  on im p o r ta n t  
is su e s  in  depth . T his y e a r 's  C oncurrent s e s s io n s  em phasize lo an  e v a lu a tio n  and 
m e rg e r and  a c q u i s i t i o n  m a t t e r s ,  and  s p e c i f i c a l l y  w i l l  ex am in e : E nergy , R ea l 
E s t a t e ,  A s s e t  B ased  and A g r i c u l t u r a l  Loan E v a lu a t io n ;  and P r e - A c q u i s i t io n  and
3P o st A c q u is it io n  M atte rs . O ther to p ic s  to  be covered  a t  th e  Conference in c lu d e : 
A ccounting fo r  Employee B e n e fits ; Community Bank A ccounting and A ud iting  Is su e s ; 
R ecent FASB and SEC A c t iv i t i e s ;  and T axation . Recommended CPE c r e d i t  i s  15 hours 
f o r  t h e  tw o -d a y  p ro g ram . F o r f u r t h e r  in f o r m a t io n  c o n ta c t  th e  AICPA M ee tin g s  
D epartm ent a t  212/575-6451.
SPECIAL: WAYS & MEANS COMMITTEE TO REVIEW TAX EXEMPT ORGANIZATIONS
A com prehensive rev iew  o f  th e  F e d e ra l ta x  tre a tm e n t o f  com m ercial and o th e r  income-
producing  a c t i v i t i e s  o f  ta x  exempt o rg a n iz a tio n s  h as  been req u e s te d  by House Ways
and Means Committee Chairman Dan R ostenkowski (D-IL). C u rren t law  p ro v id es  fo r  
th e  ta x a t io n  o f  income d e riv e d  by ta x  exempt o rg a n iz a tio n s  from re g u la r  t r a d e  o r 
b u s in e s s  a c t i v i t i e s  t h a t  a r e  n o t  s u b s t a n t i a l l y  r e l a t e d  t o  th e  o r g a n i z a t i o n 's  
p e rfo rm a n c e  f o r  i t s  exem pt p u rp o s e . In c lu d e d  i n  p r e s e n t  law  a r e  num erous 
m o d i f i c a t io n s  and  e x c e p t io n s  t o  t h e  g e n e r a l  d e f i n i t i o n  o f  u n r e l a t e d  b u s in e s s  
incom e, a s  w e l l  a s  s p e c i a l  r u l e s  a p p l i c a b l e  o n ly  t o  c e r t a i n  ty p e s  o f  t a x  exem pt 
o rg a n iz a tio n s . Chairman R ostenkowski s a id , "The u n re la te d  b u s in e s s  income ta x  was 
e n a c te d  i n  1950 a n d , . . .w i th  l i m i t e d  e x c e p t io n s ,  t h e r e  h a s  b e en  no c o m p re h en s iv e  
re v ie w  o f  th e  u n r e l a t e d  b u s in e s s  incom e t a x  r u l e s  s in c e  1 969 ...As o f  th e  end  o f  
1985, th e  IRS Exempt O rg an iza tio n  M aster F i l e s  l i s t e d  ap p ro x im a te ly  850,000 ta x  
exem pt o r g a n iz a t i o n s  w i th  t o t a l  re v e n u e s  e x c e e d in g  $300 b i l l i o n  a  y e a r ."  The 
e x a m in a t io n  w i l l  be  d iv id e d  i n t o  t h r e e  c a t e g o r i e s .  P a r t  one w i l l  in c lu d e  
q u e s t io n s  on th e  p r o f i l e  o f  t a x  exem pt o r g a n iz a t i o n s ,  su ch  a s  w h a t ty p e s  o f  
incom e-producing a c t i v i t i e s  a re  c a r r ie d  on by 501(C) o rg a n iz a tio n s  and how much 
revenue i s  produced by  th e s e  a c t i v i t i e s ;  how th e  a c t i v i t i e s  o f  o rg a n iz a tio n s  have 
ch anged  s in c e  1950; and , w h e th e r  t a x  exem pt o r g a n iz a t i o n s  a r e  c o m p e tin g  i n  th e  
same incom e-producing a c t i v i t i e s  a s  f o r - p r o f i t  b u s in e s s e s .  P a r t  tw o  i n q u i r i e s  
r e l a t e  t o  th e  p u rp o s e  and  a d m i n i s t r a t i o n  o f  c u r r e n t  law  and q u e s t io n  w h e th e r  
p r e s e n t  g o a ls  a r e  b e in g  m et and  i f  th e  t e s t s  a r e  a p p r o p r ia t e .  The l a s t  p a r t  
a d d re sses  th e  a re a  o f  com pliance w ith  th e  u n re la te d  b u s in e ss  income ta x  and covers 
IRS enforcem ent and th e  adequacy o f  th e  form s used. The rev iew  w i l l  be undertaken  
b y  th e  S u b co m m ittee  on O v e r s ig h t ,  c h a i r e d  by  Rep. J . J .  P ic k le  (D-TX) and  i s  
expected  to  b eg in  a f t e r  th e  100th Congress convenes n ex t year.
For further information contact Shirley Hodgson or Joseph Petito at 202/872-8190.
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